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SUMVARY: This proposed rule would establish a prospective
paynment system for Medi care paynent of inpatient hospital
services provided by a rehabilitation hospital or by a
rehabilitation unit of a hospital. This proposed rule would
i npl ement section 1886(j) of the Social Security Act (the
Act), as added by section 4421 of the Bal anced Budget Act of
1997 (Public Law 105-33) and as anended by section 125 of

t he Bal anced Budget Refinenent Act of 1999 (Public Law 106-
113), which authorizes the inplenentation of a prospective
paynment system for inpatient rehabilitation hospitals and
rehabilitation units. It also authorizes the Secretary to
require rehabilitation hospitals and rehabilitation units to
submt such data as the Secretary deens necessary to
establish and adm ni ster the prospective paynent system

The prospective paynent system described in this proposed

rul e woul d repl ace the reasonabl e cost-based paynent system



under which the rehabilitation hospitals and rehabilitation
units are currently paid.
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on [60 days after the date of publication in the Federal
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Access
Because of staffing and resource |imtations, we cannot
accept comments by facsimle (FAX) transm ssion. In
comenting, please refer to file code HCFA-1069-P.
Comments received tinely will be available for public
i nspection as they are received, generally beginning
approxi mately 3 weeks after publication of a docunent, in

Room 443-G of the Departnent's office at 200 | ndependence



Avenue, SW, Washington, DC, on Monday through Friday of
each week from8:30 a.m to 5 p.m (Phone: (202) 690-7890).
Copies: To order copies of the Federal Register
containing this docunent, send your request to: New Orders,

Superint endent of Docunents, P.QO Box 371954,
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requested and encl ose a check or noney order payable to the
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Federal Register docunent at nost |ibraries designated as
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academ c libraries throughout the country that receive the
Federal Register. This Federal Register docunent is also
avai l able fromthe Federal Register online database through
GPO Access, a service of the U S. Governnent Printing
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To assist readers in referencing sections contained in
this docunent, we are providing the follow ng table of

contents.
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| . Background

When the Medicare statute was originally enacted in
1965, Medi care paynent for hospital inpatient services was
based on the reasonable costs incurred in furnishing
services to Medicare beneficiaries. The statute was |ater
anended by section 101(a) of the Tax Equity and Fi scal
Responsibility Act of 1982 (Public Law 97-248) to limt
paynment by placing a limt on allowabl e costs per discharge.
Section 601 of the Social Security Anendnments of 1983
(Public Law 98-21) added a new section 1886(d) to the Soci al
Security Act (the Act) which replaced the reasonabl e cost-

based paynent system for nost hospital inpatient services.



Section 1886(d) of the Act provides for a prospective
paynment system for the operating costs of hospital inpatient
stays effective with hospital cost reporting periods

begi nning on or after Cctober 1, 1983.

Al t hough nost hospital inpatient services becanme
subject to a prospective paynent system certain specialty
hospitals were excluded fromthat system As discussed in
detail in section |I.A 1 of this preanble, rehabilitation
hospitals and distinct part rehabilitation units in
hospitals were anong the excluded facilities. Subsequent to
the inplenmentation of the hospital inpatient prospective
paynment system both the nunber of excluded rehabilitation
facilities, particularly distinct part units, and Medicare
paynments to these facilities grewrapidly. 1In order to
control escal ating costs, the Congress, through enactnment of
section 4421 of the Bal anced Budget Act of 1997 (BBA)
(Public Law 105-33) and section 125 of the Bal anced Budget
Ref i nement Act of 1999 (BBRA)(Public Law 106-113), provided
for the inplenentation of a prospective paynent systemfor
inpatient rehabilitation facilities.

Section 4421 of the BBA anended the Act by addi ng
section 1886(j), which authorizes the inplenentation of a
prospective paynent system for inpatient rehabilitation

services. This proposed rule would inplenent a Medicare
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prospective paynent system as authorized by section 1886(j)
of the Act, for inpatient rehabilitation hospitals and
units. W refer to these inpatient rehabilitation hospitals
and units as "inpatient rehabilitation facilities" or "IRFs"
t hroughout this proposed rule.

The statute provides for the prospective paynent system
for IRFs to be inplenented for cost reporting periods
begi nning on or after COctober 1, 2000. The statute al so
provi des for a new prospective paynent system for hone
heal th services for cost reporting periods beginning on or
after Cctober 1, 2000, along with nodifications to the
exi sting prospective paynent systens for acute care
hospitals and skilled nursing facilities.

Al t hough we are working very hard to inplenent the
extensive changes required by the statute, the demands of
si mul t aneousl y i npl enenti ng new prospective paynent systens
(for exanple, outpatient hospital and hone health) and
nodi fyi ng exi sting paynent systens are significant. The
creation of each new paynent systemor nodification to an
exi sting paynent systemrequires an extraordi nary anount of
lead tine to develop and i nplenent the necessary changes to
our existing conputerized clainms processing systens. In
addition, it requires additional tinme after inplenmentation

to ensure that these conplex changes are properly
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adm ni stered. After an extensive analysis of the changes
required to HCFA' s systens, we have concluded that it is
infeasible to inplenent the | RF prospective paynment system
as of Cctober 1, 2000. Therefore, we plan to inplenment the
| RF prospective paynent systemfor cost reporting periods
begi nning on or after April 1, 2001. W believe that this
i npl enmentation date is the earliest feasible date given the
scope and nagnitude of the inplenentation requirenents
associated wth this and other nmandated provisions.

In this proposed rule, we provide a nunber of
di scussi ons useful in understanding the devel opnent and
i npl ementation of the | RF prospective paynment system These
di scussions include the follow ng:

C An overview of the current paynment systemfor |RFs

C A discussion of research on |IRF patient
classification systens and prospective paynent systens,
including prior and current research perfornmed by the RAND
Cor por ati on.

C A discussion of statutory requirenents for
devel opi ng and i npl ementing an | RF prospecti ve paynent
system

C A discussion of the proposed requirenent that |IRFs
conplete the Mninmum Data Set for Post Acute Care (MDS-PAC)

(a patient assessnent instrunent) as a part of the data
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col l ection deened necessary by the Secretary to inplenent
and adm nister the | RF prospective paynent system

C A discussion of the IRF patient classification
system usi ng case-m x groups (CM=).

C A detailed discussion of the proposed prospective
paynment systemincluding the relative weights and paynment
rates for each CM5 adjustnents to the paynent system
addi ti onal paynents, and budget neutrality requirenents
mandat ed by section 1886(]).

C An analysis of the inpact of the | RF prospective
paynent system on the Federal budget and inpatient
rehabilitation facilities, including small rural facilities.

Finally, we are proposing conform ng changes to
exi sting regulations as well as new regul ations that are
necessary to inplenent the proposed | RF prospective paynent
syst em

A Overview of Current Paynent System for | npatient

Rehabilitation Facilities

1. Exclusion of Certain Facilities fromthe Hospital
| npati ent Prospective Paynment System

Al t hough paynent for operating costs of nobst hospital
i npati ent services becanme subject to a prospective paynent
system when the hospital inpatient prospective paynent

system was i nplenented in Cctober 1983, certain types of
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specialty hospitals and units were excluded fromthat
paynment system As set forth in section 1886(d)(1)(B) of
the Act, the follow ng hospitals were originally excluded
fromthe hospital inpatient prospective paynent system
psychiatric, rehabilitation, children's, and |ong-term care.
Effective with cost reporting periods beginning on or after
Cctober 1, 1989 cancer hospitals were added to this list by
section 6004(a) of the Omibus Budget Reconciliation Act of
1989 Public Law (101-239). In addition, psychiatric and
rehabilitation distinct part units of hospitals are excl uded
fromthe hospital inpatient prospective paynent system

These specialty hospitals were excluded by the Congress
fromthe hospital inpatient prospective paynent system
because they typically treat cases that involve | engths of
stay that are, on average, |longer or nore costly than would
be predicted by the diagnosis related group (DRG system
and, therefore, could be systematically underpaid if the DRG
systemwas applied to them These exclusions were the
result of concerns that DRGs--the classification systemon
whi ch paynent under the hospital inpatient prospective
paynment systemis based--m ght not accurately account for
the resource costs for the types of patients treated in
those facilities.

The concern that DRGs m ght not accurately account for
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costs in excluded hospitals arose because the hospital
i npati ent prospective paynent system was devel oped fromthe
cost and utilization experience of general hospitals, which
typically provide acute care for a variety of nedica
conditions. The hospital inpatient prospective paynent
systemis a system of average-based paynents that assune
that sonme patient stays will consune nore resources than the
typical stay, while others will demand fewer resources.

Thus, an efficiently operated hospital should be able
to deliver care to its Medicare patients for an overall cost
that is at or below the anmount paid under the hospital
i npatient prospective paynent system |In a Report to

Congress: Hospital Prospective Paynent for Medicare (1982),

t he Departnent of Health and Human Services stated that the
"467 DRGs were not designed to account for these types of
treatnent” found in the four special classes of hospitals,
and noted that "including these hospitals will result in
criticism . . (and) their application to these hospitals
woul d be inaccurate and unfair."

Accordingly, this report to the Congress suggested that
a DRG system m ght not work as well for these treatnent
cl asses as they did for other nedical specialties. One
concern was that the resource needs of patients in these

excl uded hospitals were not solely correlated with
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di agnoses. A second concern was that the m x of service
intensities provided by these specialty hospitals
significantly differed fromthat of general nedical/surgical
hospitals. The legislative history of the 1983 anendnents
to the Act stated that the "DRG system was devel oped for
short-term acute care general hospitals and as currently
constructed does not adequately take into account speci al
ci rcunst ances of diagnoses requiring |long stays." (Report of
the Commttee on Ways and Means, U.S. House of
Representatives, to Acconpany HR 1900, H R Rep. No. 98- 25,
at 141 (1983)).

Fol |l owi ng enactnent in April 1983 of the Soci al
Security Amendnents of 1983, we undertook a nunber of
initiatives to ensure inplenentation of the hospital
i npati ent prospective paynent system by Cctober 1, 1983.
| mportant activities included the publication of the rules
and regul ations for the hospital inpatient prospective
paynment system The interimfinal rule was published in the
Septenber 1, 1983 Federal Register (48 FR 39752). W
published a final rule in the January 3, 1984, Federal
Regi ster (49 FR 234) follow ng a public coment period,
eval uation of comments received, and formul ation of
responses to and regulatory revisions to the regul ati ons

based upon the coments. Updates and nodifications of the
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regul ations are published annually in the Federal Register.
Together, the initial statutory nandate and the published
regul ati ons addressed several inportant programissues. One
programissue was the inplenentation of the criteria for
hospitals that are seeking to be excluded fromthe hospital
i npati ent prospective paynent system under one of the
specialty classes, including IRFs. The regul ations
concerni ng exclusion fromthe hospital inpatient prospective
paynment system in part 412, subpart B, are discussed bel ow
2. Requirenents for Inpatient Rehabilitation Facilities to
be Excluded fromthe Hospital |npatient Prospective Paynent
System

Under section 1886(d)(1)(B) of the Act, the prospective
paynment system for hospital inpatient operating costs set
forth in section 1886(d) of the Act does not apply to
several specified types of entities, including a
rehabilitation hospital "as defined by the Secretary" or,
"in accordance with regul ations of the Secretary," a
rehabilitation unit of a hospital which is a distinct part
of the hospital "as defined by the Secretary.” |In general,
exi sting regulations in part 412, subpart B provide that to
be excluded fromthe hospital inpatient prospective paynent
system an |IRF nust-- (1) have a provider agreenent or be a

unit in an institution that has in effect an agreenent to
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participate as a hospital under part 489; and (2) except for
new y participating hospitals seeking to be excl uded,
denonstrate that they serve an inpatient popul ation of whom
at least 75 percent require intensive rehabilitative
services for the treatnment of 1 or nore of 10 specified
conditions. The specified conditions are stroke, spinal
cord injury, congenital deformty, anputation, najor
mul tiple trauma, hip fracture, brain injury, polyarthritis
i ncluding rheumatoid arthritis, neurol ogical disorders, and
burns. Patients in IRFs require frequent physician
i nvol venent, rehabilitation nursing, and care froma
coordi nated group of professionals. (Al IRFs that neet the
requirenents in 88 412.23(b), 412.25, and 412.29 woul d be
pai d under the |IRF prospective paynent system proposed in
this rule.)

3. Paynent System Requirenents Prior to the Bal anced Budget
Act of 1997

Hospital s that are excluded fromthe hospital inpatient
prospective paynent systemare paid for inpatient operating
costs under the provisions of section 1886(b) of the Act.
Until the I RF prospective paynent systemis inplenented,
| RFs are paid on the basis of Medicare reasonable costs
limted by a facility-specific target anmount per discharge.

Each facility has a separate paynent limt or target anount
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that is calculated for that facility based on its cost per
di scharge in a base year, subject to caps. The target
anount is adjusted annually by an update factor called the
rate-of -i ncrease percentage. Facilities whose costs are
bel ow their target anmounts receive bonus paynents equal to
the | esser of half of the difference between costs and the
target anount, up to a maxi mumof 5 percent of the target
anount. For facilities whose costs exceed their target
anounts, Medicare provides relief paynents equal to half of
t he anobunt by which the hospitals costs exceeded the target
anount up to 10 percent of the target anmpbunt. Facilities
t hat experience a nore significant increase in patient
acuity can also apply for an additional anount under the
regul ations for Medicare exception paynents.

4. Strengths and Waknesses of the Current Paynent System
Utilization of post-acute care services has grown
rapidly in recent years. Since the inplenentation of the
hospital inpatient prospective paynent system average
l ength of stay in acute care hospitals has decreased and
patients are increasingly being discharged to post-acute
care settings such as IRFs, skilled nursing facilities
(SNFs), hone health agencies (HHAs), and |long-termcare
hospitals to conplete their course of treatnent. The

increased utilization of post-acute care providers,
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i ncl udi ng excluded facilities, has fueled the rapid growth
in paynents in recent years. Wth increased utilization and
the incentives associated with the reasonabl e-cost based
paynment system discussed bel ow, the nunber of |IRFs has al so
i ncreased significantly.

In its March 1999 Report to the Congress the Medicare
Paynment Advi sory Comm ssion (MedPAC) (fornerly the
Prospective Paynent Assessnent Conm ssion (ProPAC)) stated,
"Aggregate spending has increased at a fairly rapid pace,
reflecting increased patient volune rather than increased
paynments per discharge. Aggregate Medi care operating
paynments to rehabilitation facilities rose 18 percent
annual | y between 1990 and 1996, from $1.9 billion to $4.3
billion. Since 1990, paynents per discharge have risen |ess
than the rate of inflation, reaching $10,500 in
1996. " (p.90.) The MedPAC report explains that the--

TEFRA system has remained in effect |onger than

expected partly because of difficulties in accounting

for the variation in resource use across patients in
exenpted facilities. The unintended consequences of
sust ai ning that system have included a steady growh in

t he nunber of prospective paynent system exenpt

facilities and a substantial paynent inequity between

ol der and newer facilities. |In particular, the paynent

system encour aged new exenpt facilities to naxim ze

their costs in the base year to establish high cost

limts. Once subject toits relatively highlimt, a

recent entrant could reduce its costs belowits limt,

resulting in reinbursement of its full costs....By
contrast, facilities that existed before they becane

subject to TEFRA could not influence their cost limts.
Gven the relatively lowlimts of older facilities,
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they are nore likely to incur costs above their limts

and thus receive paynents |less than their costs. (p.72)

To address concerns such as the historical growmh in
paynments and disparity in paynents to existing and newy
excl uded hospitals and units, the BBA mandat ed several
changes to the current paynent system These changes are
outlined in section I.C.1 of this preanble. In addition, we
and ot her organi zati ons have conducted research since the
i nception of the hospital inpatient prospective paynent
systemto determne if alternate prospective paynent systens
are feasible for these excluded hospitals.

B. Research for Alternate Prospective Paynent Systens for

| npatient Rehabilitation Facilities Prior to the Bal anced

Budget Act of 1997

Bel ow i s a discussion of research projects and ot her
anal yses concerni ng prospective paynent systens that are
relevant to the devel opnment of the | RF prospective paynent
systemthat we are proposing to inplenent in this rule.

The net hods and tasks that nust be undertaken in order
to devel op an | RF prospective paynent systemincl ude
devel opment of a patient classification systemthat accounts
for differences in patient case mx. A patient
classification systemis devel oped by classifying patients

into nutually exclusive groups based on simlar clinical
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characteristics and simlar |levels of resource use. A
factor to weight differences in patient case m x can be
devel oped by neasuring the relative difference in resource
intensity anong the different groups. W are proposing to
i npl emrent a paynent systemthat uses case-m x groups and
wei ghting factors that account for the intensity of services
delivered to | RF Medicare patients.
1. Early Studies

In October 1984, as nentioned in the 1987 Report to the
Congress: Devel oping a Prospective Paynent System for
Excl uded Hospitals (1987), the Medical College of Wsconsin
and the RAND Corporation (RAND) began a joint effort to
investigate the feasibility of a prospective paynent system
for excluded hospitals including IRFs. The RAND Cor poration
is a nonprofit institution with extensive health care
background in inproving policy and deci sion maki ng through
research and analysis. This joint effort was under a HCFA
cooperative agreenent with the RAND Corporation. The
Medi cal Col | ege of Wsconsin collected data froma survey of
patient records that included standard di scharge data,
di agnostic condition, functional status and other inpairnent
measures, billing data, and facility information gathered
fromtel ephone interviews. RAND assisted in the design and

anal ysis of the survey data and obtai ned a 20 percent sanple
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of the HCFA patient billing file for FY 1984--the
i npl enentation year of the hospital inpatient prospective
payment system

The data were used to anal yze the delivery systens of
rehabilitation care. The Report to the Congress stated that
care in | RFs “enphasi zes the treatnent of functional
l[imtations and disability”. Functional limtations could
be neasured by the patient’s ability to performactivities
of daily living such as |oconotion, dressing, eating,
bat hing, etc. The patient’s |evel of perform ng these
activities of daily living is referred to as the patient’s
functional status. The results of this analysis showed that
“di agnostic condition explained little, whereas functional
status neasures expl ained substantially nore, of the
variance in total charges for a rehabilitation stay.”
However, at the tine of this analysis, a nationally-accepted
set of functional status neasures had not been devel oped for
application in a classification systemfor |RFs.
2. Functional Status Studies

Wi | e nunmerous studies invol ved devel opi ng and
assessing functional status, several researchers (for
exanpl e, Batavia 1988; Johnston 1984) suggested using
functional status as the basis for a rehabilitation paynent

system Functional status, as neasured by a patient's
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ability to performactivities of daily living and by
mobility, can be evaluated at adm ssion and di scharge or any
time during the stay. 1In addition, change in functional
status (the difference in functional status from adm ssion
to discharge) can be neasured.

Resear chers eval uat ed several nethods of using
functional status at different stages of the patient's stay
to devel op a paynent system For the nost part, the use of
these nmethods resulted in paynent systens that appeared to
be i nadequate in creating the proper incentives to care for
hi gh resource use patients and to produce quality outcones.
Basi ng a paynent system on expected inprovenent in a
patient's functional limtations requires a scale that is
sensitive to changes in functional status. |[In addition,
preci se data describing the functional status of the patient
woul d have to be collected on adm ssion and at periodic
intervals until discharge (Hosek et al.; 1986).

The devel opnent of a patient classification systemfor
a case-m x adjusted prospective paynent system was hi ndered
by the | ack of an appropriate and wi dely accepted functional
status neasure for inpatient rehabilitation. The functional
i ndependence neasure (FIM was developed to fill this need
(Hamlton et al., 1987). The functional independence

nmeasure addresses a patient’s functional status covering siXx
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domai ns--sel f-care, sphincter control, nmobility, |oconotion
social cognition, and communi cation. There are two nati onal
sources of functional independence neasures. The Uniform
Data Set for Medical Rehabilitation (UDSnr) is operated
within the Center for Functional Assessnent Research, U B
Foundation Activities, Inc. The UDSnr collects data on
patient age, sex, living situation prior to hospitalization,
the inmpairnent that is the primary reason for adm ssion to
the IRF, and functional status at adm ssion and di scharge.

It also includes patient adm ssion and di scharge i nformation
as well as hospital charges. The Cinical Qutconmes System
(COS) is operated by Caredata.com Inc. (fornmerly Medirisk
Inc.), located in Atlanta, Ceorgia. The COS contains the
sane type of patient information as UDSnr. However, we have
been notified that the COS has been di scontinued as of July
2000.
3. Studies on Patient Cassification Systens

In 1991, Nancy Di ane Harada presented a study in her
dissertation titled "The Devel opnent of a Resource-Based
Patient C assification Schene for Rehabilitation.” This
study devel oped a clinically-based, diagnosis-specific
patient classification systemfor rehabilitation hospital
services. The final classification systemin this study

i ncludes 33 patient classification groups. The patient
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classification groups are referred to as Rehabilitation
Functi onal Rel ated G oups.

Har ada believed that, at the facility level, the
rehabilitation functional related groups could be viewed as
a managerial tool to nonitor the quality of care, as well as
the resources expended in the treatnent of rehabilitation
patients. Froma policy perspective, use of the
rehabilitation functional related groups could mnimze the
adverse incentives for I RFs to underserve certain groups
that may arise fromthe |ack of case-m x index adjusted
paynents in the current cost limt paynment system The
results of this study found that rehabilitation functional
rel ated group net hodol ogy may provi de an appropriate basis
for the prospective paynent of rehabilitation services.

Using FIMdata reported to UDSnr, a team of researchers
fromthe University of Pennsyl vani a devel oped a pati ent
classification system Function Related G oups (FRGs),
referred to as the FIMFRGs (Stineman et al., 1994). The
American Rehabilitation Association (currently known as the
Ameri can Medi cal Rehabilitation Providers Associ ation)
funded the devel opnment of a prototype of function rel ated
groups. Further work and revisions were funded by the
Agency for Health Care Research and Quality, fornmerly known

as the Agency for Health Care Policy and Research and the
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Nati onal Center for Medical Rehabilitation Research at the
National Institutes of Health.

As FIMFRGs were refined, they were reframed using the
International Classification of Inpairnents, Disabilities
and Handi caps to ensure a better neasure of the consunption
of rehabilitation resources, prognosis, and outcone
(Stineman, 1997). These classifications were designed to be
related to the major categories of the DRGs and indirectly
linked to the ICD-9-CMwi th focus on disabilities and
i npai rment cat egori zati on.

This original work on a FIMFRG patient classification
systemidentified 21 clinically defined rehabilitation
i npai rment categories (R Cs) such as stroke, traumatic brain
dysfunction, non-traumatic brain dysfunction, and non-
traumatic spinal cord injury. The RICs were then subdivided
into FIMFRGs using the FIMnotor score, FIMcognitive
score, and age. Accordingly, the FI MFRG pati ent
classification systemfirst sorted patients into a RIC and
t hen used assessnents of patient functional and cognitive
abilities and age to classify theminto a FI M FRG
4. HCFA- Sponsored Anal ysis by RAND

In 1994, we contracted with RAND for anal yses desi gned
to: (1) examne the stability of the original FRGs; (2)

extend the FRGs to take account of previously unexam ned
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cases (re-adm ssions), previously unused information
(interrupted stays), and newy avail able data (Medicare data
on conorbidities and conplications); and (3) evaluate the
performance of FRGs when cost rather than length of stay is
used to form groups and when only Mdi care cases rather than
all cases are used to form groups.

RAND s anal yses: (1) evaluated the suitability of the
FI M FRG patient classification system (2) evaluated a
prospective paynent systemfor inpatient rehabilitation
facilities based on the FIMFRGs; and (3) prepared final
reports describing the evaluation of the UDSnr, FIM and
FIMFRGs. This analysis used nore current data to replicate
and update previous work perfornmed by RAND in 1990.

Two data systens--the UDSnr and Medi care program
information--were the primary sources for these anal yses.
UDSnr provided RAND with functional status and denographic
information for rehabilitation discharge data on 139, 360
cases from 352 I RFs from cal endar year 1994. The Medicare
program i nformation included Medicare bill and cost report
data for 1994.

The first step of the analysis involved matchi ng UDSnr
cases with Medicare records using patient and facility
identifiers. Because patient and facility identifiers on

the UDSnr records were encrypted, it was necessary to use a
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sophi sticated matching probability technique to match
Medi care records to a correspondi ng UDSnr case. In
addi tion, several thousand of the Medicare discharges
corresponded to part of an interrupted rehabilitation stay.
For the purposes of this analysis, a rehabilitation stay
interrupted by a single adm ssion to an acute care hospital
is treated as two rehabilitation discharges, one interrupted
by two adm ssions to an acute care hospital is treated as
three rehabilitation discharges, and so on. Using this
definition of "interrupted stays”, RAND stated that the
139, 360 cases found in the UDSnr data corresponded to
144,719 Medi care discharges. A file with the matched
patient data was created.

RAND t hen subjected this patient data to a rigorous and
conplex statistical algorithmto test the predictive power
of resource use to classify these patients into RICs and
corresponding FIMFRGs. As a result, RAND recomended t hat
t he nunber of FRGs per RIC be |limted to a maxi mumof 5 and
proposed a total of 70 FRGs. Facility level data fromthe
hospital cost report information systemfile was used to
test the feasibility of using the resulting FIMFRG to
devel op an | RF prospective paynent system

The results of the RAND study were rel eased in

Septenber 1997 and are contained in two reports avail able
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t hrough the National Technical Information Service (NTIS).
The reports are--

 Cassification Systemfor Inpatient Rehabilitation
Pati ents-A Review and Proposed Revisions to the Function
| ndependence Measure-Function Rel ated G oups, NTIS order
nunber PB98- 1059921 NZ; and

* Prospective Paynment System for I|npatient
Rehabilitation, NTIS order nunber PB98-1060241 NZ.

These reports can be ordered by calling the NTIS sal es desk

at 1-800-553-6847 or by e-mail at orders@tis.fedworld. gov.
RAND found that, with limtations, the FIMFRG were
effective predictors of resource use based on the proxy
measurenent: length of stay. FRGs based upon FI M notor
scores, cognitive scores, and age renai ned stable over tine
(prediction remai ned consi stent between the 1990 and 1994
data). Researchers at RAND devel oped, exam ned, and
eval uated a nodel paynent system based upon FI M FRG
classifications that explains approximtely 50 percent of
patient costs and approximately 60 to 65 percent of costs at
the facility level. Based on this analysis, RAND concl uded
that a rehabilitation prospective paynent systemusing this
nodel is feasible. RAND s design of a rehabilitation
prospective paynent systemainmed to achieve the foll ow ng

three inportant goals:
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e To provide hospitals wth incentives for efficiency.

e To ensure access to high quality and appropriate
care for all Medicare beneficiaries.

e To distribute Medicare paynents to hospitals in an
equi tabl e way.

RAND needed to account adequately for each hospital’s
patient mx and for other appropriate factors that affect
costs. This aspect of the analysis was based on the notion
t hat Medi care should not pay hospitals nore for inefficiency
or even for a greater intensity of care than is typically
received by patients with simlar clinical characteristics
and soci al support |evels.

Two technical advisory panels provided advice
concerning this research. The first panel reviewed the
reliability of the FIM scoring process and the second panel
provi ded gui dance on the devel opnment of the patient
classification system These panels rai sed sone ngjor
concerns about the FIMFRG research.

First, the UDSmr data represented only 24 percent of
| RFs and accounted for 40 percent of all Medicare cases in
| RFs. Second, the UDSmr data over-represented free-standing
rehabilitation hospitals and under-represented excl uded
units wwth a slight over-representation of teaching

hospitals. Third, while the FIMFRG systemis a good
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predi ctor of length of stay, nore work was needed to
determ ne the systemis ability to predict the intensity of
services furnished during a stay. Fourth, hospital charges
m ght not accurately reflect actual resource use in this
context, so relative weights based on hospital charges m ght
be distorted. This problemwould be further exacerbated
because there is evidence of unexpl ai nable distorted
charging patterns anong facilities under the current paynent
limts, which have been in effect for a prolonged period of
tine.

5. Prospective Paynent Assessnment Conm ssion Anal ysis for
1997 Report to Congress

In its 1997 Report to Congress, the Prospective Paynent
Assessnent Comm ssion (ProPAC) recommended that a
prospective paynent systemfor |IRFs based on patient case
m x shoul d be inplenented as soon as possi ble. ProPAC
stated that RAND s work on the FI M FRGs coul d be an adequate
basis for prospective paynent, and that inplenentation of a
systemin the near future is feasible. (ProPACs March 1
1997 report was published as Appendi x F to our proposed rule
"Medi care Program Changes to the Hospital Inpatient
Prospective Paynent Systens and Fi scal Year 1998 Rates"”
published in the June 2, 1997 Federal Register (62 FR

29902) .)
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In response to this recomendation, we cited in our

final rule "Medicare Program Changes to the Hospita
| npati ent Prospective Paynment Systens and Fiscal Year 1998
Rat es"” published in the August 29, 1997, Federal Register
(62 FR 45966), the concerns raised by the technical advisory
panel s and our review of the RAND anal ysis as issues that
needed to be further addressed before inplenenting a
prospective paynent systemusing the FI MFRG pati ent
classification system |In addition, we stated that our
preference is to focus on devel opi ng a coordi nated paynent
system for post-acute care across all settings that relies
on a core assessnent tool. Accordingly, one of our goals in
devel opi ng a prospective paynent systemwould be that it is
based on the characteristics of the patient and their needs
rather than the characteristics or type of provider of care.

C. Requi renents of the BBA and the BBRA for |npatient

Rehabilitation Facilities

1. Provisions for the Current Paynment System

The follow ng BBA provisions relating to the current
paynment system were explained in detail and inplenented in
our final rule published in the August 29, 1997 Federal
Regi ster (62 FR 45966).

Section 4411 describes the update of paynments for

specific fiscal years (FYs) using the market basket
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effective for cost reporting periods beginning on or after
Oct ober 1, 1997.

Section 4412 describes the reduction of capital
paynments for FYs 1998 through 2002, effective Cctober 1,
1997.

Section 4413 describes the provisions for rebasing a
facility's target anmount for cost reporting periods
begi nni ng during FY 1998.

Section 4414 describes the requirenent to cap and
update the rate-of-increase limts for cost reporting
peri ods beginning on or after October 1, 1997.

Section 4415 describes the provisions regardi ng bonus
and relief paynents effective for cost reporting periods
begi nning on or after Cctober 1, 1997.

Section 4419 elimnates the exenptions fromthe target
anounts effective for cost reporting periods begi nning on or
after Cctober 1, 1997.

2. Provisions for a Prospective Paynent System

Section 4421(a) of the BBA anended the Act by adding a
new section 1886(j) to the Act that provides for the
i npl enentation of a Medicare prospective paynment system for
all IRFs. For cost reporting periods beginning on or after
the inplenentati on date and before Cctober 1, 2002, paynent

to IRFs will be based on a blend of--(1) the anount that
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woul d have been paid under Part A wth respect to these
costs if the prospective paynent system were not inplenented
and (2) the | RF Federal prospective paynent. For cost
reporting periods beginning on or after Cctober 1, 2002,
| RFs wil|l be paid under the fully inplenmented Federal
prospecti ve paynent system

Under the prospective paynment system rehabilitation
facilities will be paid based on predeterm ned anounts.
These prospective paynments will enconpass the inpatient
operating and capital costs of furnishing covered
rehabilitation services (that is, routine, ancillary, and
capital costs) but not for costs of approved educati onal
activities, bad debts, and other costs not subject to the
provi sions of the |IRF prospective paynent system Covered
rehabilitation services include services for which benefits
are provided under Part A (the hospital insurance program
of the Medicare program

Section 1886(j)(1)(A) of the Act provides that,
notw t hst andi ng section 1814(b) of the Act and subject to
the provisions of section 1813 of the Act regarding
beneficiary deducti bl es and coi nsurance responsibility, the
anount of paynent for inpatient rehabilitation hospital
servi ces equal s an anount determ ned under section 1886(j)

of the Act. Sections 1886(j)(1)(A) (i) and (ii) of the Act
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provide for a transition phase covering cost reporting
periods that begin during the first two Federal fiscal years
under the prospective paynent system During this
transition phase, IRFs will receive a paynent rate conprised
of a blend of the “TEFRA percentage” of the anount that
woul d have been paid under Part A wth respect to those
costs if the prospective paynent system had not been
i npl emrented, and the “prospective paynent percentage” of
paynents using the | RF prospective paynent systemrate.

Section 1886(j)(1)(B) of the Act sets forth a
requi renent applicable to all facilities for the paynent
rates under the fully inplenented system Notw thstanding
section 1814(b) of the Act and subject to the provisions of
section 1813 of the Act regardi ng beneficiary deductibl es
and coi nsurance responsi bility, the amount of the paynent
with respect to the operating and capital costs of a
rehabilitation facility for a paynent unit in a cost
reporting period beginning on or after October 1, 2002, wll
be equal to the per unit paynent rate established under this
prospective paynent systemfor the fiscal year in which the
paynment unit of service occurs.

Sections 1886(j)(1) (O (i) and (ii) of the Act set forth
t he applicabl e TEFRA and prospective paynent rate

percentages during the transition period. For a cost
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reporting period beginning on or after April 1, 2001 and
before Cctober 1, 2001, the "TEFRA percentage"” is 66 2/3
percent and "the prospective paynent percentage" is 33 1/3
percent; and on or after October 1, 2001, and before Cctober
1, 2002, the "TEFRA percentage" is 33 1/3 percent and
"prospective paynent percentage" is 66 2/3 percent.

Section 1886(j)(1)(D) of the Act contains the
definition of "paynent unit." Until the passage of the
BBRA, "paynent unit" was defined by the statute as "a
di scharge, day of inpatient hospital services, or other unit
of paynent defined by the Secretary". However, section
125(a) (1) of the BBRA anended section 1886())(1)(D) of the
Act by striking "day of inpatient hospital services, or
other unit of paynment defined by the Secretary."
Accordingly, the paynent unit utilized in the IRF
prospective paynent systemw || be a discharge.

Section 125(a)(3) of the BBRA al so anended the Act by
adding a new section 1886(j)(1)(E) to the Act that states:
"(E) CONSTRUCTI ON RELATI NG TO TRANSFER AUTHORI TY. - Not hi ng in
this subsection shall be construed as preventing the
Secretary fromproviding for an adjustnment to paynments to
take into account the early transfer of a patient froma
rehabilitation facility to another site of care." W invite

comments on the proposed transfer policy discussed in
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section V. of this preanble.

Section 1886(j)(2)(A) of the Act, as added by the BBA,
directed the Secretary to establish case-m x groups based on
the factors as the Secretary deens appropriate, which may
i nclude inpairnment, age, related prior hospitalization,
conorbidities, and functional capability of the patient.
This section also requires the Secretary to establish a
met hod of classifying specific patients in rehabilitation
facilities within these groups. The BBRA anended section
1886(j)(2)(A) (i) of the Act to describe the classification
systemto read as follows: "C asses of patient discharges
of rehabilitation facilities by functional-rel ated groups
(each in this subsection referred to as a 'case m x group'),
based on inpairnent, age, conorbidities, and functional
capability of the patient and such other factors as the
Secretary deens appropriate to inprove the explanatory power
of functional independence neasure-function related groups."”

Section 1886(j)(2)(B) of the Act provides that the
Secretary will assign each case-m x group a wei ghting factor
reflecting the facility resources used for patients within
the group as conpared to patients classified within other
gr oups.

Sections 1886(j)(2)(C (i) of the Act directs the

Secretary to adjust "fromtine to tine" the case-m x
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classifications and weighting factors "as appropriate to
reflect changes in treatnment patterns, technol ogy, case-m x,
nunber of paynment units for which paynent is made under this
title, and other factors which may affect the relative use
of resources.” Such periodic adjustnents shall be nmade in a
manner so that changes in aggregate paynents are a result of
real changes in case-m x, not changes in coding that are
unrel ated to real changes in case-m x. Section
1886(j)(2)(C)(ii) of the Act provides that, if the Secretary
determ nes that adjustnents to the case-

m x classifications or weighting factors resulted in (or are
likely to result in) a change in aggregate paynents that
does not reflect real changes in case-m x, the Secretary
shal | adjust the per paynent unit paynent rate for
subsequent years so as to elimnate the effect of the coding
or classification changes.

Section 1886(j)(2)(D) of the Act authorizes the
Secretary to require rehabilitation facilities to submt
such data as the Secretary deens necessary to establish and
adm ni ster the | RF prospective paynent system

Section 1886(j)(3)(A) of the Act describes how the
prospective paynent rate will be determ ned. A prospective
paynent rate will be determ ned for each paynent unit for

which an IRF is entitled to paynent under the prospective
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paynment system The paynent rate will be based on the
average paynent per paynent unit for inpatient operating and
capital costs of IRFs, using the nost recently avail able
data, and adjusted by the follow ng factors:

* Updating the per-paynent unit anount to the fiscal
year involved by the applicable percentage increase (as
defined by section 1886(b)(3)(B)(ii) of the Act) covering
the period fromthe m dpoint of the period for such data
t hrough the m dpoint of fiscal year 2000 and by an increase
factor specified by the Secretary for subsequent fiscal
years;

* Reducing the rate by a factor equaling the
proportion of Medicare paynents under the prospective
paynment system as estinmated by the Secretary based on
prospective paynent anmounts which are additional paynents
relating to outlier and rel ated paynents;

e Accounting for area wage variations anong | RFs;

e Applying the case-m x weighting factors; and

e Adjusting for such other factors as determ ned
necessary by the Secretary to properly reflect variations in
necessary costs of treatnment anong | RFs.

Section 1886(j)(3)(B) of the Act directs the Secretary
to establish | RF prospective paynent system paynent rates

during fiscal years 2001 and 2002 at |evels such that, in
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the Secretary's estinmation, total paynents under the new
systemw || equal 98 percent of the anpbunt that woul d have
been made for operating and capital costs in those years if
the | RF prospective paynent system had not been inpl enent ed.
In establishing these paynent anounts, the Secretary shal
consider the effects of the prospective paynent system on
the total nunber of paynment units from I RFs and ot her
factors.

Section 1886(j)(3)(C of the Act addresses the annual
i ncrease factor, to be applied beginning with FY 2001. This
factor shall be based on an appropriate percentage increase
in a market basket of goods and services conprising services
for which paynent is made under section 1886(j) of the Act.
Under section 1886(j)(4)(A) of the Act, the Secretary
is authorized but not required to provide for an additional
paynment to a rehabilitation facility for patients in a case-
m x group, based upon the patient being classified as an
outlier based on an unusual |length of stay, costs, or other
factors specified by the Secretary. The anmount of the
addi tional paynent nust approxinmate the marginal cost of
care above what otherw se would be paid and nmust be budget
neutral. The total amount of the additional paynents to
| RFs under the prospective paynent systemfor a fiscal year

may not be projected to exceed 5 percent of the total



paynments based on prospective paynent rates for paynent
units in that year.

Section 1886(j)(4)(B) of the Act establishes that the
Secretary is authorized but not required to provide for
adjustnents to the paynent anobunts under the prospective
paynment system as the Secretary deens appropriate to take
into account the unique circunstances of IRFs |ocated in
Al aska and Hawai i .

Section 1886(j)(5) of the Act provides for the
Secretary to publish in the Federal Register, on or before
August 1 of each fiscal year, the classifications and
wei ghting factors for the I RF case-m x groups and a
description of the nethodol ogy and data used in conputing
t he prospective paynent rates for that fiscal year.

Section 1886(j)(6) of the Act provides that the
Secretary shall adjust the proportion (as estimated by the
Secretary fromtine to tine) of IRFs' costs that are
attributable to wages and wage-rel ated costs, of the
prospective paynent rates for area differences in wage
|l evel s by a factor (established by the Secretary) reflecti
the relative hospital wage |level in the geographic area of

the IRF conpared to the national average wage | evel for su
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facilities. Additionally, the Secretary is required to nake

a budget-neutral update to the area wage adjustnent factor
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no later than COctober 1, 2001, and at |east once every 36
mont hs thereafter. The budget neutral update is based on
information avail able to the Secretary (and updated as
appropriate) of the wages and wage-related costs incurred in
furni shing rehabilitation services.

Sections 1886(j)(7)(A), (B), (C and (D of the Act
establish that there shall be no admnistrative or judicial
revi ew under sections 1869 and 1878 of the Act or otherw se
of the establishnent of case-m x groups, of the nethodol ogy
for the classification of patients within these groups, the
wei ghting factors, the prospective paynent rates, outlier
and speci al paynents and area wage adj ustnents.

Section 125(b) of the BBRA provides that the Secretary
shal | conduct a study of the inpact on utilization and
beneficiary access to services of the inplenentation of the
| RF prospective paynent system A report on the study nust
be submtted to the Congress not later than 3 years after
the date the I RF prospective paynent systemis first
i npl enent ed.

D. Policy hjectives in Devel oping a Prospective Paynment

Systemfor Inpatient Rehabilitation Facilities

I n devel opi ng the prospective paynent system for |RFs,
we identified policy objectives to evaluate the relative

merits of the various policy options considered. The
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objectives we identified include the follow ng:

« The creation of a beneficiary-centered paynent
systemthat pronotes quality of care, access to care, and
continuity of care and is admnistratively feasible while
controlling costs.

* The provision of incentives to furnish services as
efficiently as possible wthout dimnishing the quality of
the care or limting access to care.

e The creation of a paynent systemthat is fair and
equitable to facilities, beneficiaries, and the Medicare
pr ogr am

e The I RF prospective paynent system nust be able to
recogni ze legitimte cost differences anong various settings
furnishing the sane service; and any patient classification
system used to group patients and services should be based
on clinically coherent categories and, at the sane tine,
reflect simlar resource use. This would [imt
opportunities to "upcode" or "gane" the system

In its March 1999 Report to the Congress, MdPAC
recommended in detail the type of prospective paynent system
it believed should be inplenented for IRFs. As w |l be
di scussed further in this proposed rule, MdPAC s
recommendati ons share nmuch with our approach and policy

obj ectives for the devel opnment of an | RF prospective paynent
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system Both HCFA and MedPAC believe the | RF prospective
paynment system shoul d include the use of a conprehensive
patient assessnent instrunent such as the MDS- PAC. HCFA and
MedPAC bot h seek sufficient data to devise a patient
classification systemthat effectively predicts resource
use. HCFA and MedPAC believe the prospective paynent system
shoul d be based on reliable and valid paynment wei ghts using
functional and other diagnostic data. W agree with
MedPAC s reconmendation to use a per discharge unit of
paynment. Also, there is a shared belief that a discharge-
based system provi des an i nherent incentive to discharge
patients prematurely, and that this inpetus could be
overcone by inplenenting sound transfer and short-stay
policies as part of the prospective paynent system
Accordingly, we have taken steps to initiate the appropriate
research to neet our immedi ate needs in developing this
proposed rule and in inplenenting an | RF prospective paynent
system as well as to collect data for the future that may
reflect actual facility resources used to neet the needs of
Medi care beneficiaries.

E. Di scussion of Evaluated Options for the Prospective

Paynent System for I npatient Rehabilitation Facilities

We used the objectives identified above in section I.D

of the preanble to evaluate policy options under
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consideration. The |IRF prospective paynent systemwe are
proposi ng consi sts of the follow ng maj or conponents: the
patient assessnent instrunent; the patient classification
system the unit of paynent; and the data used to construct
the paynent rates. A brief discussion of the major issues
and options considered in preparing this proposed rule
fol |l ows.

1. Patient Assessnent |nstrunent

Data froma patient assessnent instrument will allow us
to: (1) group patients into a CMG for paynent under the
prospective paynent system and (2) nonitor the effects the
prospective paynent system has on the access and the quality
of patient care. W have reviewed the data el enents of the
UDSmr and COS instrunents and the MDS-PAC. W are proposing
to use the MDS- PAC because we believe it contains the data
el enents that will better enable us to inplenent and
adm ni ster the | RF prospective paynent systemrequired by
section 1886(j) of the Act. In section IIl of this
preanble, we will discuss in detail the reasons for our
proposal to use the MDS-PAC patient assessnent instrunent.
2. Patient Cassification System

The patient classification systemis another inportant
conponent of the prospective paynent system W initially

considered two primary patient classification systens -- one
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simlar to the hospital inpatient prospective paynent system
and the other simlar to the one used in the skilled nursing
facility prospective paynment system Ideally, we would |ike
to maintain simlar classification systens for those
entities delivering conparable services. W recognize a
uni fied classification systemwould have to recogni ze
patient needs and facilitate appropriate conpensati on across
vari ous post-acute care settings. Section 125(a) of the
BBRA mandated the use of a per discharge paynent unit and
established classes of patients by functional-rel ated
groups. Therefore, in inplenmenting the | RF prospective
paynment systemwe will use CM3s, consistent with section
1886(j)(2) of the Act.

3. Unit of Paynent

Under the provisions of section 1886(j)(1)(D) as added
by the BBA, we considered using either a per diemor a per
di scharge unit of paynent. The vast ngjority of
rehabilitation epi sodes begin wwth an acute event. The goal
of inpatient rehabilitation is functional inprovenent that
will allow the patient to return to independent living in
the community, and, as evidenced by ongoi ng research, the
majority of cases are, in fact, discharged to a community
setting. Further, a discharge is also the current unit of

paynment under the TEFRA paynent system Finally, as noted
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above, the BBRA anends the Act to provide that the "paynent
unit" under the I RF prospective paynent systemis the
di scharge. Therefore, we propose to use a per discharge
paynment unit in accordance with section 1886(j)(1)(D) of the
Act .

4. Data Used to Construct Paynent Rates

We gave careful consideration in deciding which data to
use to create the proposed rel ative weights and paynent
rates. Two sources of data were considered: (1) Medicare
bill and correspondi ng UDSnr/ COS data; and (2) patient |evel
staff tinme nmeasurenments. The nethodol ogy we are proposing
to use to calculate the relative weights of each CMG
attenpts to account for the cost variations anong
rehabilitation facilities and focus on variations anong
patient types. Further, the paynent rates we are proposing
are established in a budget neutral manner in accordance
with section 1886(j)(3)(B) of the Act. Section V of the
preanbl e descri bes the nethodol ogy that we are proposing to
use to develop relative weights and paynent rates.

Under the current paynent system paynent |limts are
based on historical costs in a base period. Accordingly,
paynents to a given facility for a given year m ght not
accurately reflect the facility's actual costs in that year.

Creating a new paynent system based on costs that are a
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product of the existing paynent nethodol ogy rai ses concerns
that these costs nay not adequately reflect actual resource
use. In order to devel op a prospective paynent systemthat
is nore reflective of the actual costs of delivering care,
further work is needed to identify these costs and the
services and resources required by patients. The |RF data
from cal endar years 1996 and 1997 bills and FY 1997 cost
reports contain the nost recent avail able data we have to
create the new | RF prospective paynent systemrates.

W w il continue to explore other options, including
the use of staff tine neasurenents, later Medicare bill and
UDSnr / COS data, and other data to inprove the explanatory
power of the CMa and to derive paynents that nore directly
reflect the resources used to produce services delivered in
the | RFs.

F. | npatient Rehabilitation Facility Prospective Paynent

System - General Overvi ew

I n accordance with the requirenents of section 1886(])
of the Act, we are proposing to inplenent a prospective
paynment systemfor IRFs that will replace the current
reasonabl e cost-based paynent system The new prospective
paynment systemw ||l utilize information froma patient
assessnment instrument to classify patients into distinct

groups based on clinical characteristics and expected
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resource needs. Separate paynents are cal culated for each
group with additional case and facility | evel adjustnents
appl i ed, as described bel ow
1. Patient Assessnent Provisions

We are proposing to require IRFs to conplete the MDS-
PAC patient assessnent instrunent for all Medicare patients
admtted or discharged on or after April 1, 2001. 1In
accordance with our proposed assessnent schedul e, the MS-
PAC woul d be conpleted on the 4th, 11th, 30th, and 60th day
fromthe adm ssion date of a Medicare patient and upon the
di scharge of a Medicare patient. 1In general, a 3-day
observation period would be required prior to the conpletion
of the MDS-PAC. Data fromthe MDS-PAC will be used to --
C Determne the appropriate classification of a Medicare
patient into a CMs for paynment under the prospective paynment
system (using data fromonly the MDS-PAC conpl eted on the
fourth day);
C Inplenent a systemto nonitor the quality of care
furnished to Medicare patients; and
C Ensure that appropriate case-m x and ot her adjustnents
can be nmade to the proposed patient classification system

A conputerized MDS-PAC data collection systemw || be
devel oped. Facilities will be required to input the MDS-PAC

data into the data system |In general, this systemconsists
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of a conputerized patient grouping software program (grouper
software) and data transm ssion software.

Upon the discharge of the patient, the existing
Medicare claimformw ||l be conpleted with the appropriate
CMG i ndicated on the claimformso that the prospective
paynment can be made. The operational aspects and
instructions for conpleting and submtting Medicare clains
under the | RF prospective paynent systemw || be addressed
in a Medicare Program Menorandum once the final system
requi renents are devel oped and i npl enent ed.

Further details about the MDS-PAC patient assessnent
instrunment and data collection systemare di scussed in
section Il of this preanble.

2. Patient Cassification Provisions

We are proposing a patient classification systemthat
uses case-m x groups called CMa. The CMSs classify patient
di scharges by functional -rel ated groups based on a patient's
i npai rment, age, conorbidities, and functional capability.
We began the devel opnent of the CMa by using the FI M FRG
classification systemand, with the nost recent data
avai l able, we identified clinical aspects of the FIMFRG
systemthat could be inproved to increase the ability of the
CM> to predict resource use. Further details of the

proposed CMG cl assification systemare di scussed in section
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|V of this preanble.
3. Paynment Rate Provisions

The paynent unit for the proposed | RF prospective
paynment system for Medicare patients will be a discharge.
The paynent rates will enconpass inpatient operating and
capital costs of furnishing covered inpatient rehabilitation
hospi tal services, including routine, ancillary, and capital
costs, but not the costs of bad debts or of approved
educational activities.

Beneficiaries may be charged only for deducti bl es,
coi nsurance anounts, and non-covered services (for exanple,
t el ephone, and television, etc.). They may not be charged
for the differences between the hospital's cost of providing
covered care and the proposed Medi care prospective paynent
anmount .

The prospective paynent rates that we are proposing to
i npl emrent are determ ned using relative weights to account
for the variation in resource needs anong CMxs. W would
adj ust the paynent rates to account for area differences in
hospi tal wages. W woul d update the per discharge paynent
anounts annual ly. During FYs 2001 and 2002, the prospective
paynment systemw || be "budget neutral”, in accordance with
the statute. That is, total paynents for |IRFs during these

fiscal years will be projected to equal 98 percent of the
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anount of paynents that would have been paid for operating
and capital costs of IRFs had this new paynent system not
been enacted. This is discussed in detail in section V of
thi s preanbl e.

Based on our analysis of the data, we are proposing to
adj ust the paynent rates for facilities |ocated in rural
areas and for costs associated with treating | ow i ncone
patients.

We are proposing to nmake additional paynents to |IRFs
for discharges neeting specified criteria as "outliers.™
For the purposes of this proposed rule, outliers are cases
t hat have unusually high costs when conpared to the cases
classified in the same CMG W are proposing outlier
paynents that are projected to equal 3 percent of total
estimated paynents.

In conjunction with an outlier policy, we are proposing
paynment policies regarding short stay cases and for cases
that expire. In addition, we are proposing to inplenent a
transfer policy, consistent with section 1886(j)(1)(E) of
the Act, as added by the BBRA. (A detailed description of
t hese policies appears in section V of the preanble.)

4. Inplenmentation of the Prospective Paynent System
The statute provides for a 2-year transition period.

During that tinme, 2 paynent percentages will be used to
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determne an IRF' s total paynent under the prospective
paynment systemas follows. For a cost reporting period
begi nning on or after April 1, 2001 and before
Cctober 1, 2001, the total prospective paynment will consi st
of 66 2/3 percent of the amount based on the current paynent
system and 33 1/3 percent of the proposed Federal
prospective paynent. For a cost reporting period beginning
during FY 2002, the total prospective paynment will consi st
of 33 1/3 percent of the amount based on the current paynent
system and 66 2/3 percent of the proposed Federal
prospective paynent. For cost reporting periods begi nning
on or after Cctober 1, 2002, Medicare paynent for IRFs wl|
be determ ned entirely under the proposed Federal
prospective paynent nethodol ogy.

G  Applicability of the Inpatient Rehabilitation Facility

Pr ospecti ve Paynent System

Thi s proposed rule would not change the criteria for a
hospital or hospital unit to be classified as a
rehabilitation hospital or a rehabilitation unit that is
excluded fromthe hospital prospective paynment systens under
sections 1886(d) and 1886(g) of the Act, nor would it revise
the survey and certification procedures applicable to
entities seeking this classification. Accordingly, for cost

reporting periods beginning on or after April 1, 2001,
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hospitals or hospital units that are classified as
rehabilitation hospitals or rehabilitation units under
subpart B of part 412 of the regulations will be paid under
t he proposed | RF prospective paynent system (except for |RFs
that are paid under the special paynent provisions at
8 412.22(c) of the regul ations) as described bel ow

The follow ng rehabilitation hospitals and
rehabilitation units, that are currently paid under section
1886(b) of the Act, would be paid under the proposed |IRF
prospective paynment systemfor cost reporting periods
begi nning on or after April 1, 2001:

1. Excluded Rehabilitation Hospitals and Rehabilitation
Units

We are proposing that the | RF prospective paynent
systemapply to inpatient rehabilitation services furnished
by Medicare participating entities that are classified
rehabilitation hospitals or rehabilitation units under
88 412.22, 412.23, 412.25, 412.29 and 412. 30.

2. Excluded Rehabilitation Hospitals and Rehabilitation
Units outside the 50 States and the District of Colunbia

Excl uded rehabilitation hospitals and rehabilitation
units located in Puerto Rico, Guam the Virgin |Islands,
Anerican Sanpa, the Northern Marianas, and the District of

Columbia will be subject to the | RF prospective paynent
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syst em

The followi ng hospitals are paid under special paynent
provi sions, as described in 8 412.22(c), and, therefore, are
not subject to the proposed | RF prospective paynent system
rul es:

* \Veterans Adm nistration hospitals.

e Hospitals that are reinbursed under State cost
control systens approved under 42 CFR part 403.

e Hospitals that are reinbursed in accordance with
denonstration projects authorized under section 402(a) of
Public Law 90-248 (42 U.S.C. 1395b-1) or section 222(a) of

Public Law 92-603 (42 U.S.C. 1395b-1 (note)).



